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TRENDS IN ACCOUNTING EDUCATION
Dr. Helene M. A. Ramanauskas, CPA 5
“One can witness ... a struggle between operation 
researchers, system specialists, economists, industrial 
engineers, and accountants for the key position in this 
new integrated communication network.” 
“A student will benefit in the long run much more if 
he is taught to be a broad scale problem solver and 
not a narrow specialist with loads of technical skills 
of only short-lived usefulness.” 
“The new breed of accountants produced in the seven­
ties and eighties will be capable of using mathematics 
as a tool of thinking in itself, and they will be trained 
to react rationally when confronted with new prob­
lems or issues.”
EDITOR'S NOTES
The summer doldrums seem to have hit your editor, and it is with delight that she 
gives the feature editors of this magazine extra space in which to tell their stories.
Stock Options and the Minimum Tax
One of the more unsavory of the Tax Reform 
provisions effective in 1970 is the minimum 
tax of ten percent imposed on certain items 
which are characterized as “items of tax pref­
erence” in Section 57 of the Code. One of 
these items is the amount of difference between 
the fair market value of a share of stock on 
the date such share is acquired under a stock 
option and its option price. On December 30, 
1969, when the Tax Reform Act was signed 
into law by the President, the stock market was 
at a high level and the difference upon which 
the tax will be imposed was at that time a pre­
posterous amount. To add insult to injury, the 
optionee is also going to have to pay the mini­
mum tax on any interest on borrowings re­
quired to exercise his stock options and on any 
ultimate capital gain which he might realize 
if and when he sells the stock so acquired.
Seeing the stock market slide to its present 
level has hardly been encouraging to the aver­
age investor or corporate employee. However, 
it does offer an opportunity to the holder of 
stock options to exercise such options at a time 
when a lower fair market value can save, or at 
least defer, many dollars of minimum tax. It 
is therefore suggested that proper tax planning 
maneuvers might include the exercise of stock 
options while the market is at its present low 
level. This will, of course, depend upon the 
future prospects of the stock in question and 
the optimism of the taxpayer as to what the 
future may hold.
A.D.S.
The following is a short list of some books 
which have not been reviewed by the staff 
and contributors to the REVIEWS Section. The 
REVIEWS editor believes some of these will 
be of interest to our more ravenous readers. 
“Management Accounting: An Historical Per­
spective” R. H. Parker (Augustus M. Kelley, 
New York; 1969, 167 pages, $10.00)—con­
tains a bibliography of 353 items and a 
chronology of important dates in accounting 
history from the 12th Century A.D.
“Preparing Tomorrow’s Business Leaders To­
day,” Edited by Peter F. Drucker (Prentice- 
Hall, Inc., Englewood Cliffs, N.J.; 1969, 
290 pages, $10.00)—essays written by 23 
business leaders and educators on business 
today.
“Motivating the Underperformer,” Thomas R. 
Masterson and Thomas G. Mara (American 
Management Association, Inc., New York; 
1969, paperbound, 16 pages, $2.00, non­
members $3.00)—examines motivational 
forces in the underperformer and shows how 
his performance can be improved.
“Commercial Time-Sharing Services and Utili­
ties,” Richard T. Bueschel, Andrew G. 
Stephenson, and Douglas C. Whitney (Amer­
ican Management Association, Inc., New 
York; 1969, paperbound, 95 pages, $4.85)— 
historical development, hardware and soft­
ware for time-shared services.
“Some Patterns in the Rise of the Multinational 
Enterprise,” Jack N. Behrman (The Univer­
sity of North Carolina, Graduate School of 
Business Administration, Chapel Hill, N.C.; 
1969, paperback, 180 pages, $2.95)—basic 
information from interviews with 30 United 
States parent companies and 60 of their 
affiliates in Canada and Europe.
“Readings in International Accounting,” Ken­
neth B. Berg, Gerhard G. Mueller, and 
Lauren M. Walker, editors (Houghton Mifflin 
Co., Boston, Mass.; 1969, paperbound, 305 
pages, $4.75)—a collection of readings di­
vided into four parts: international dimen­
sions of accounting, patterns of accounting 
development, bridging the gap between 
countries and areas, and practical interna­
tional accounting problems.
“Decision Analysis: Introductory Lectures on 
Choices Under Uncertainty,” Howard Raiffa 
(Addison-Wesley Publishing Co., Reading, 
Mass.; 1968, paperbound, 309 pages, $4.95) 
—emphasis on the Bayesian School of Prob 
ability Analysis. Written by a mathematician 
who is also a clear thinker and a rather 
skillfid writer. This text is not an easy book 
but should be understandable to those with 
at least high school algebra. It is, however, 
not business-application oriented, so the 
reader must himself discover how it should 
be applied in the practical business situation.
“Canadian Standards of Accounting and Finan­
cial Reporting for Voluntary Organizations,” 
Publications and Information Branch, The 
Canadian Welfare Council, Ottawa, Ontario; 
1969, paperbound, 15 pages, $1.00)
M.E.D.
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TRENDS IN ACCOUNTING EDUCATION
A well-known business professor takes stock of the current state of account­
ing education and takes a look at the next two decades.
Dr. Helene M. A. Ramanauskas, CPA
Chicago, Illinois
Man shapes the future in many ways 
By the monuments he builds, 
And by the books he writes!
But the most powerful way in which 
Man affects the shape of tomorrow 
Is by the ideas and knowledge, 
Which he transmits to his successors, 
By Education.1
At the start of a new decade, one naturally 
attempts to take stock of past accomplishments 
and one is also tempted to speculate as to what 
the future might still have to offer.
It is, therefore, not surprising that the turn 
of every decade produces a flood of articles 
and speeches in every area of human endeavor 
which summarize the major revolutionary ac­
complishments of the recent past and which 
express more or less valid subjective projections 
as to the scope, velocity, and direction of future 
developments. While most of those predictions 
amount rarely to more than plain crystal ball 
gazing, there do exist areas today where pre­
dicting the future is no longer such hazardous 
endeavor—areas in which the disciplines in 
question are already in the midst of a dramatic 
evolution and the changes to come in the future 
are very likely only extensions and accelerations 
of recent trends.
A discipline where the handwriting of the 
future is definitely already visible to anyone 
willing to acknowledge it is accounting and, 
with it, accounting education.
The Environmental Changes
Since accounting is a service discipline, it 
is extremely sensitive to changes in the environ­
ment of the groups it serves.
It is common knowledge that we are at 
present in the midst of a technical revolution 
in business management. We already are ob­
serving that management becomes increasingly 
more analytical and scientific, and the role of 
“hunch” and even “informed judgment” be­
comes steadily smaller. The use of sophisticated 
analytical approaches in management decision 
processes (such as mathematical programming 
and the extensive use of high speed computers) 
increases steadily. Management today is be­
coming clearly a professional job with skills 
and training of its own. The manager today 
has the status of a coordinator of diverse inter­
ests within the enterprise, as contrasted to that 
of the “boss” of the past with unchallenged 
power and responsibility only to the owners.
Management still has to make some decisions, 
although most of the recurring, routine ones 
are already made by a computer, that “patient 
helper completely without intelligence but with 
thousands of electronic hands eager to perform 
the routine tasks programmed for them by their 
intelligent master.”2 Most of management’s 
time and energy today is used in getting the 
decisions (plans and policies) carried out effec­
tively.
We are also aware of the fact that enter­
prise and, with it, their managers are no longer 
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solely judged by their ability to provide good 
products at a reasonable price but also by their 
“social awareness” or by their knowledge of 
and involvement with the social and economic 
forces at work in our society.
The Changing Nature of Accounting
Since accounting does not occur in a vacuum 
but has as its goal to serve within the contem­
porary social and business framework, the 
nature and scope of accounting has been 
affected. There exists already considerable evi­
dence that the scope of accounting is widening 
and its complexity increasing. While in the 
past the only data accumulated, reported, and 
audited by accountants were those of a strictly 
financial nature, electronic data processing now 
enables the economic accumulation and proc­
essing of vast quantities of data of a nonfinan­
cial or strictly operating nature—providing 
thereby the basis for maintaining highly 
integrated total information systems. Those 
integrated management information systems 
provide management of all levels with the tools 
and information necessary for planning, deci­
sion making, and measuring of performance.
At present one can witness within numerous 
enterprises a struggle between operation re­
searchers, system specialists, economists, indus­
trial engineers, and accountants for the key 
position in this new integrated communication 
network.
One also can observe that those accountants 
who are successful in becoming heads of the 
vast new integrated information systems gener­
ally possess a fairly good knowledge of the 
interrelated workings and problems of the 
various other segments of the enterprise. They 
also have a good working knowledge of the 
modern decision making tools developed by 
the newly emerging disciplines. And, of course, 
they are thoroughly familiar with the capabili­
ties and workings of the data accumulation 
hardware, the computer. Without this broader 
background, accountants generally are dis­
placed from the key positions as attention 
directors and problem solvers by a new breed 
of information specialists and are degraded to 
“custodians of dead files.”3
Public accountants who still largely identify 
themselves with that portion of the integrated 
information system which relates explicitly to 
financial requirements become aware that they 
regress in their usefulness to management, and 
in their understanding of the overall business 
patterns, if they continue to refuse to audit, 
and to become involved with, the entire infor­
mation system. In order to be capable to do this 
the public accounting profession has mean­
while realized that they, no different from the 
private accountant, need added depth and 
breadth in the knowledge of the related disci­
plines.
Implications for Accounting Education
The most important implication of these ob­
servations is that we must train accountants 
today in such a way that they will be capable 
of functioning in a rapidly changing, sophisti­
cated, continuously more complex business en­
vironment. We have to expose them not only 
to the most intense education ever endured by 
any generation, but we must place primary 
importance on developing their ability to think 
logically and to react rationally when con­
fronted with new problems or issues. If they 
are to cope successfully with the rapidly chang­
ing world around them, we have to develop in 
them a flexibility of mind, a receptivity to new 
ideas, and the habit of keeping on learning for 
themselves after they leave the universities.
We must also keep in mind that we are 
really training today the top level accountants 
of the 80s and 90s and that we will have to 
minimize the teaching of solely descriptive 
information about today’s best practices which, 
because of their short-lived usefulness, might 
become the dead weight of tomorrow. A cer­
tain amount of detail knowledge about current 
practices is of course unavoidable in any field, 
but it is much more important to teach the 
students to think logically without stifling their 
imagination, to make them creative and contin­
uously on the search for different and maybe 
better ways of doing things. A student will 
benefit in the long run much more if he is 
taught to be a broad scale problem solver and 
not a narrow specialist with loads of technical 
skills of only short-lived usefulness.
The Present State of Accounting Education
The present state of accounting education 
evolved from quite serious soul searching en­
deavors of the profession during the past de­
cade. Aroused by the Gordon-Howell Report 
(sponsored by the Ford Foundation) and the 
Pierson Report (sponsored by the Carnegie 
Foundation) in the late fifties, which were 
quite critical about business education in gen­
eral, the accounting profession (with the Amer­
ican Institute of Certified Public Accountants 
leading the way) started a series of investiga­
tions which culminated in the delineation and 
description of the Common Body of Knowledge 
to be possessed by those beginning their pro­
fessional careers as CPAs.
The summary and conclusions of the three 
year study, headed by Robert H. Roy and 
James H. MacNeil, were published by AICPA 
in April, 1966 under the title “Horizons for a 
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Profession.” The reactions to the study, ob­
tained from 55 seminars across the country 
attended by educators and state board mem­
bers, were overwhelmingly favorable and the 
Common Body of Knowledge suggested there­
in as desirable was wholeheartedly endorsed 
and became the authoritative source document 
for all later actions.
The Common Body of Knowledge for CPAs
Although the study did not produce—as orig­
inally hoped for—some sort of descriptive syl­
labi of the various areas of knowledge required, 
it nevertheless stimulated considerable interest 
and creative progress by suggesting some broad 
general guidelines without spelling out clear 
upper or lower bounds.
The report started by acknowledging that 
“the advent of the computer, the development 
of sophisticated mathematical and statistical 
tools now applicable to everyday problems 
and decision making, and the promise of en­
lightening research results in behavioral science 
in the near future make increased rigor manda­
tory if the CPAs are to maintain a place in the 
sun.”4 From this the only logical conclusion 
was that tomorrow’s CPAs (or for that matter 
all professional and executive accountants) do 
require educational preparation of greater 
breadth and sophistication, which would in 
turn suggest the necessity of future graduate 
training as requirement for admission to the 
profession. As to specific recommendations, it 
was felt that tomorrow’s beginning CPA, be­
sides a conceptual grasp of accounting and its 
interdisciplinary aspects, must have mathemati­
cal facilities far beyond that possessed by his 
professional predecessors. He must also possess 
sufficient knowledge and skill to understand 
and to use computers and to keep pace with 
their future developments. In his role as advisor 
to and/or member of organizations, the ac­
countant should also have a fundamental 
awareness of individual and group behavior 
patterns. Finally he must be prepared to grow 
with changing conditions and ideas.
The Model Program for Accounting Education
Subsequent to the publication of “Horizons 
for a Profession,” the president of AICPA ap­
pointed in September 1966 a special ad hoc 
committee on education and experience re­
quirements, whose role it was to examine the 
implications of the new recommendations on 
career preparation and training.
The committee chaired by Elmer G. Beamer 
(and, therefore, commonly called the Beamer 
Committee) came to the conclusion that in 
order to satisfy the expanding role of account­
ancy, greater reliance has to be placed 
on formal education and less on on-the-job 
training as means of professional preparation. 
In order to master the body of knowledge, 
which is now commensurate with the account­
ant’s public responsibility, at least five years 
of collegiate studies seems required.
To provide the educational institutions with 
a suggested blueprint for curricula design, a 
model program was developed by the com­
mittee and its recommendations were pub­
lished in 1968 as “Academic Preparation for 
Professional Accounting Careers.”5
The Model Program (on page 9) was in­
tended to be descriptive rather than prescrip­
tive; credit hours were used only to suggest 
the committee’s conclusions as to the relative 
emphasis to be given to the various subject 
areas or topics.
Education for professional accounting in the 
Model Program is viewed as composed of two 
parts, general education and business educa­
tion.
General Education
It was suggested by the committee that the 
general education part of the overall program 
should account for approximately 60 credit 
hours, which is 40% of a five-year program, or 
50% of the conventional four-year undergradu­
ate program. Its blueprint includes, besides 
strictly liberal arts subjects (25 credit hours), 
quite a number of topics such as communica­
tion, behavioral sciences, economics, elemen­
tary accounting, and an introduction to com­
puters and mathematics, which have already 
a quite direct relationship to the requirements 
of professional accounting practice.
Since a basic knowledge of computers (what 
they are and what they can do) is so vital, it 
was felt that this device should be introduced 
early in the student’s college career so that 
he has the opportunity to use it as a valuable 
tool in the courses taken subsequently. In the 
elementary course the student should acquire 
at least (1) a basic knowledge of one computer 
system—the function of the component parts, 
the general capabilities of the system, and the 
more universal terms associated with the com­
puter; (2) the ability to design, analyze, and 
flowchart a system of modest complexity; and 
(3) a working knowledge of one computer lan­
guage sufficient to program, debug, and test 
a simple program. The understanding of the 
control procedures and the needed modifica­
tion of auditing methods to conform to com­
puterized systems was to be taught at a more 
advanced level.
The study of mathematics, statistics, and 
probability, it was felt, must also be started 
at an early stage if the student is to not only be­
come sufficiently familiar with all the mathe­
matical techniques which have applications 
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to the solution of business problems, but if he 
is to develop a facility with symbolic notation 
and become capable of reducing complex 
problems to their essential elements and ex­
pressing their relationship in quantitative 
terms.
A minimum program to achieve these ob­
jectives must necessarily include at least a 
basic knowledge of modern algebra (linear and 
nonlinear) and calculus (differential and in­
tegral), as well as probability and statistics. 
At this early stage “conceptual understanding” 
rather than “manipulative skill” was sought, 
with additional course work in the actual ap­
plication of the quantitative techniques to the 
solution of business problems to follow at a 
more advanced level.
Business Education
Besides courses for specialization in account­
ing, this section includes mainly the general 
business courses necessary to provide an 
understanding of the major functions of the 
business society—production, marketing, and 
finance—and an understanding of the social 
forces influencing business.
New in this area is the emphasis on organi­
zation theory, group and individual behavior, 
and the specific applications of the various 
quantitative techniques.
Summarizing, the committee stated that re­
gardless of the institutional setting (two-year 
junior college plus two years in a senior insti­
tution; four-year institution; undergraduate 
and graduate program) in which a student 
completes his career preparation, the scope 
and content of it should approximate the five- 
year Model Program. Since at the present the 
majority of the educational institutions still 
offer four-year programs (complemented by 
graduate studies if so desired by the student), 
the committee suggests that such four-year 
programs should match the Model Program in 
scope but should treat the topics at less depth.6 
The wording of the recommendation made it 
quite clear, however, that such compromise 
is tolerated only as a transitional solution.
Proposed Content Changes of 
the CPA Examination
Simultaneously with the deliberations of the 
Beamer Committee, another ad hoc committee 
was created by AICPA in September 1969 and 
was charged with the task of studying the 
present purpose and content of the CPA ex­
amination and of recommending appropriate 
changes in the light of current and anticipated 
circumstances.
After the recommendations of the Beamer 
Committee, and with it the Model Program, 
were adopted in May 1969 by the Council of 
AICPA as Institute policy, the level of the 
CPA examination was redefined as follows:
The examination is directed to a level of basic 
competence of professional quality in the dis­
cipline of accounting. This basic competence 
can be attained through college study in pro­
grams comparable to those described in 
“Academic Preparation for Professional Ac­
counting Careers.” The examination will con­
tinue to advance so that, by 1975, it will be 
directed to the level of basic competence 
generally attained from five years of college 
study."
The most revolutionary content changes will 
stem from the inclusion of new material and 
are therefore of special interest in the context 
of this paper.
The committee demands that new mate­
rial should be included into the examination 
when it receives substantial attention in the 
literature or when there is evidence that it is 
being taught in the leading schools of busi­
ness. It endorsed at this time the introduction 
of questions involving computers and quanti­
tative techniques applicable to professional 
accounting at a progressive basis until the 
May 1975 examination when it should be pre­
sumed that the candidates will possess a 
knowledge of these topics at the level sug­
gested by the Model Program.
In view of the increasing reliance of the 
public upon CPAs for assistance in the area 
of management services, the committee recom­
mended also the inclusion at an increasing rate 
of problems testing the knowledge required 
for management service engagements.
There is little doubt in the mind of the 
writer that these recommendations will also 
receive the sanction of the Council of AICPA 
and thereby become the strongest possible 
challenge to educational institutions as well 
as to individual educators. But at least neither 
group will be forced to speculate as to criteria 
for curriculum design and specific course se­
lection, because the profession has done an 
excellent job of spelling out in some detail its 
current and future educational needs. The edu­
cators’ job is only one of step-by-step imple­
mentation (if they have not started so already) 
or, in other words, of adjusting the conven­
tional structure of accounting education to the 
new broad objectives.
Present Profile of Accounting Education
The present profile of accounting education 
is quite masterfully portrayed in a recent pub­
lication which reports on the results of a sur­
vey project undertaken by Doyle Z. Williams, 
the special education projects manager of 
AICPA.8 The data included dealt with all pos­
sible aspects of accounting education, but we
8
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General Business Five Year Four Year
Economics (intermediate theory and the monetary system) 6 6
The social environment of business 6 3
Business law 6 4
Production or operational systems 3 2
Marketing 3 2
Finance 6 4
Organization, group and individual behavior
Quantitative applications in business (optimization models, 
statistics, sampling, Markov chains, statistical decision theory,
9 6
queueing, PERT, simulation) 9 6
Written communication 3 2
Business policy
Accounting





Applied financial accounting problems  
Contemporary financial accounting issues  
Cost determination and analysis  
9 6
Cost control  
Cost-based decision-making J
Tax theory and considerations  





Audit theory and philosophy  
Audit problems J 6 3
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shall mention here only those considered rele­
vant to our discussion.
It is believed that during the academic year 
1967-68 approximately 700 schools in the 
United States offered accounting programs at 
the senior and graduate level. Schools which 
do not offer accounting programs tend to be 
small institutions; large institutions, regardless 
of their type of support, always offer account­
ing programs.
The number of undergraduate degrees con­
ferred in accounting has increased about 60% 
during the last decade, with most of the in­
crease occurring since 1962. The ratio of ac­
counting degrees to total bachelors’ degrees 
conferred in the United States was 2.8%, vary­
ing from a high of 3.8% in the Southwest to 
1.8% in the Plains States.
On the average, the curricula requirements 
of the collegiate institutions differ from the 
four-year curriculum suggested by AICPA’s 
Model Program in three respects. First, the 
semester hours required in EDP average 1.5 
units while the Model Program, as you may 
recall, suggested 6 to 7 semester hours in 
EDP and information systems. Second, the 
schools, as the survey shows, require on the 
average about 9 semester hours of quantitative 
methods while the Model Program considered 
18 semester hours of mathematics, statistics, 
and quantitative applications as the absolute 
minimum. Third, while the Model Program 
reduced the actual specialization in account­
ing to 18-21 hours, most schools still require 
26 hours of accounting for a major in their 
bachelor’s program.9
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To conform with the suggestions in the 
Model Program, most institutions must there­
fore still increase their required offerings in 
EDP and quantitative methods and must make 
room for the increased hours by moving highly 
specialized accounting courses to the fifth year 
—possibly the graduate year—of study.
In the institution with which the writer is 
affiliated, EDP and quantitative methods were 
accommodated by accelerating the conven­
tional accounting instruction at the beginner’s 
level and condensing the first three courses 
into two. Highly specialized courses such as 
consolidations, municipal accounting, budget­
ing, etc., were classified as optional and some 
highly specialized advanced courses were 
moved to the graduate level. At present we are 
in the process of developing a powerful first 
EDP course to be offered as a required course 
on the freshman level. We already have made 
considerable progress in upgrading and mod­
ernizing our undergraduate mathematics and 
statistics offering. We still do not require a 
sufficient amount of course work at the under­
graduate level to completely satisfy the de­
mands made by the Model Program, but we 
make up for this shortcoming at the graduate 
level, where 8 hours of quantitative techniques 
and 4 hours of systems are required from every 
MBA candidate and more is offered on an 
elective basis.
The available survey data suggest that the 
number of master’s degrees conferred in ac­
counting has increased at about the same pace 
as the number of master’s degrees in other dis­
ciplines. In the participating schools a com­
parison of master’s degrees to bachelor’s de­
grees conferred showed that for every 100 
bachelor degrees came 6.5 master degrees. As 
the profession moves to require a fifth year of 
accounting study, this ratio will have to in­
crease substantially within the very near 
future.
The most popular master’s program in ac­
counting is the MBA program. However, 36% 
of the schools which offer graduate programs 
in accounting offer a master of science pro­
gram. Again, judging from her own institution, 
the writer would venture to say that most in­
stitutions offering a master’s program generally 
come quite close to matching the Model Pro­
gram requirements in scope as well as in 
depth; of course, some are already surpassing 
it. By 1975 I doubt if any reputable educa­
tional institution will offer any master’s pro­
gram below the recommended level.
It is believed that in 1968 there were 44 
doctoral programs in accounting. Thirty-one 
schools offered Ph.D. degrees; eight, DBAs; 
and five schools offered both. On the doc­
toral level, clear trends of specialization can 
be observed. Some schools place emphasis on 
EDP and systems, some on strictly quantitative 
approaches, and others stress research in the 
newly emerging area of the behavioral aspects 
of accounting.
The description of the current profile of ac­
counting education would be incomplete with­
out mentioning accounting education in junior 
colleges. With the rapid growth of junior col­
leges all over the country an increased number 
of students attend such two-year institutions 
prior to their entrance into a senior college 
and receive part of their accounting education 
there. Junior colleges offer a variety of ac­
counting courses and require an average of 
almost 17 semester hours of accounting for a 
major. But at the present their course offerings 
are neither in scope nor breadth sufficiently 
coordinated with the offerings of four-year in­
stitutions to guarantee the transfer student 
trouble free adjustment.
Summary and Outlook
As stated at the outset, projections as to the 
future developments in accounting education 
are quite simple, because the trends are clearly 
visible on the horizon. Even in regard to their 
speed, fairly safe predictions are possible.
One does not need any special prognostic 
talent to foresee that by 1975 every beginning 
professional accountant will possess the body 
of knowledge envisioned as prerequisite by the 
profession in the sixties. Most educational in­
stitutions offering accounting programs will 
have them upgraded by then, although the 
writer doubts that five years of course work 
will become the common prerequisite for a 
bachelor’s degree. It seems more likely that 
the present BA/MBA sequence will be re­
tained, with course work equivalent to a MBA 
degree as the prerequisite for acceptance to the 
CPA examination and thereby technically for 
entrance into the profession.
The new breed of accountants produced in 
the seventies and eighties will be capable of 
using mathematics as a tool of thinking in it­
self, and they will be trained to react rationally 
when confronted with new problems or issues. 
They will possess less knowledge about detail 
practices than their predecessors, but they will 
be capable of broad scale problem solving and 
attention directing and they will use all the 
modern sophisticated quantitative techniques 
and the electronic data accumulation hardware 
in doing so.
There will take place some drastic changes 
in the actual way of instruction. Accounting 
concepts and procedures will be augmented by 
presentations in the symbolic notations of
(Continued on page 18)
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THEORY AND PRACTICE
Current Studies and Concepts
EILEEN T. CORCORAN, CPA, Special Editor
Arthur Young & Company
Chicago, Illinois
The American Institute of Certified Public 
Accountants (AICPA) has recently published 
the eleventh in its series of accounting re­
search studies. This study entitled “Financial 
Reporting in the Extractive Industries” was 
authored by Robert E. Field, a partner in 
Price Waterhouse & Co.
Because the degree of risk and uncertainty 
varies in different phases of extractive opera­
tions, Mr. Field has analyzed the accounting 
and reporting problems of extractive industries 
in terms of five operational phases: (1) pros­
pecting, (2) acquisition, (3) exploration, (4) 
development, and (5) production. The study 
analyzes the common accounting and report­
ing problems inherent in the singular objective 
of finding economic recoverable minerals in 
order to develop a central concept of reporting 
for the risk and results of attempting to 
achieve that objective.
The study concludes that the common ac­
counting problems of the extractive industries 
are best solved by adherence to the traditional 
concept of realization and matching, tempered 
—because of the risk involved—by the concept 
of conservatism. It states that the key to the 
application of the traditional concepts of 
realization and matching to extractive opera­
tions is found in the similarity of minerals in 
the ground to inventories.
From this basic orientation, the study recom­
mends accounting practices which, if adopted, 
would narrow alternative accounting practices 
in the extractive industries to those which dif­
fer only because the essential circumstances 
differ. The study also recommends accounting 
practices to cope with unique problems in ac­
counting for special revenue transactions and 
federal income taxes, as well as financial report­
ing practices to achieve “full and fair dis­
closure” in financial reports.
Recommendations of the study are as fol­
lows:
1. The individual mineral deposit should 
be chosen as the cost center by which 
to identify costs with specific minerals- 
in-place.
2. Neither the medium of expenditure 
(company’s own force vs. contract) nor 
the nature of the expenditure (in­
tangible vs. tangible) should affect the 
amount of cost otherwise properly as­
sociated with minerals-in-place and 
capitalized.
3. Expenditures for prospecting costs, in­
direct acquisition costs, and most carry­
ing costs should be charged to expense 
when incurred as a part of the current 
cost of exploration.
4. Direct acquisition costs of unproven 
properties should be capitalized and the 
estimated loss portion should be amor­
tized to expense on a systematic and 
rational basis as part of the current cost 
of exploration.
5. Unsuccessful exploration and develop­
ment expenditures should be charged 
to operations even though incurred on 
property units where commercially re­
coverable reserves exist.
6. The cost of gas and other hydrocarbons 
purchased to repressurize reservoirs 
should be recorded as an expense of 
the periods which receive the most 
benefit. Ordinarily, the cost should be 
charged to the period of reinjecting the 
hydrocarbons; if a measureable and 
significant amount of revenue is ex­
pected to result from the sale of the re­
injected hydrocarbons, the cost should 
be deferred and matched with that 
revenue. In the latter situation, appro­
priate provision should be made for any 
loss because of nonrecoverability of a 
portion of the volumes injected.
7. The estimated cost of restoring mined 
properties should be accrued ratably as 
minerals are produced.
8. The current cost of exploration charged 
to expense should include a charge for 
the amortization of that portion of 
acquisition costs which will probably 
never be directly identified with min­
erals-in-place.
9. Capitalized costs associated with min­
erals-in-place should be amortized 
ratably as the related minerals are ex­
tracted; however, they may be amor­
tized on the basis of time tvhen time is 
the controlling factor in consumption of 
economic usefulness.
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10. Sales of a limited, partial interest in 
minerals-in-place (carved-out produc­
tion payments) should he recorded as 
revenue in the periods during which the 
minerals are produced.
11. The deferred portion of proceeds from 
sales of carved-out production payments 
should he classified as noncurrent un­
earned revenue.
12. Amounts collected under take-or-pay 
contracts in excess of current deliveries 
should he recorded as unearned rev­
enue unless circumstances indicate that 
the purchaser will not take delivery in 
future periods.
13. Amounts collected under temporary 
contractual gas prices subject to refund 
should he recorded as revenue of the 
current period only to the extent that 
refund is unlikely.
14. The capitalized acquisition costs associ­
ated with minerals-in-place should in­
clude the cost of commitments as well 
as the amount of cash paid outright. In 
ABC transactions, the estimated pro­
duction costs rather than the face 
amount of the retained mineral pay­
ment should he included.
15. Sales of continuing fractional interests 
in mineral properties for cash should he 
recorded as revenue and a proportion­
ate share of property costs should he 
charged against revenue so that the net 
gain or loss is reflected in income.
16. A description of major accounting poli­
cies and practices should he included in 
notes to financial statements or in a sup­
plement readily available to investors.
17. Mineral reserves and operating activi­
ties should he sufficiently disclosed to 
facilitate evaluation of effort and result.
18. Financial data should be classified by 
function to facilitate correlation with 
mineral reserve and operating statistics.
19. A tabulation of exploration, acquisition, 
and development program expenditures 
combining both capital and expense 
items should be presented.
In addition, the study finds nine important 
sources of differences between book and tax 
income. For those differences between book 
and tax accounting which are fully temporary, 
it recommends full tax allocation. These 
sources are identified as lifting costs cap­
italized in connection with ABC transactions 
and amortization of undeveloped property 
costs. For those differences between book and 
taxable income that contain elements of both 
temporary and permanent timing differences, 
it recommends allocation for the temporary 
differences. Included in this category are (1) 
geological and geophysical costs directly re­
lated to acquisition of property, (2) successful 
exploration and development costs of mineral 
properties other than oil and gas, (3) revenue 
from sale of carved-out production payments 
to maximize allowable percentage depletion, 
(4) revenue from take-or-pay contracts, and (5) 
revenue from gas contract price increases sub­
ject to approval. It states that percentage de­
pletion and intangible drilling and develop­
ment costs represent permanent differences and 
thus do not require tax allocation.
As stated in this column in previous issues, 
accounting research studies are published by 
the Director of Accounting Research of AICPA 
as part of the Institute’s continuing accounting 
research program. They are formally author­
ized projects designed to provide the Account­
ing Principles Board, members of the Institute, 
and others interested in the efforts of the Board 
with background material and informed discus­
sion that should help in reaching decisions on 
problems under review. The studies furnish a 
vehicle for the exposure of matters for con­
sideration and experimentation before the Ac­
counting Principles Board issues related pro­
nouncements. Authors of the studies are re­
sponsible for their content, conclusions, and 
recommendations. The studies do not neces­
sarily reflect the views of the Accounting Prin­
ciples Board, the Project Advisory Committee, 
or the Director of Accounting Research.
There is nothing more difficult to carry out, nor more doubtful of success, 
nor more dangerous to handle, than to initiate a new order of things. For the 
reformer has enemies in all those who profit by the old order, and only luke­
warm defenders in all those who would profit by the new order. . . . Machiavelli
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TAX FORUM
ANNE D. SNODGRASS, CPA, Editor 
Texas Instruments Incorporated 
Dallas, Texas
The Internal Revenue Code Sections pro­
viding for the unrelated business taxable in­
come have always been confusing at best. 
Under the new law, even more confusion has 
been generated. This article will deal rather 
briefly with the unrelated business taxable in­
come as it applies to the more common types 
of exempt organizations. Under prior law, the 
unrelated business income tax was applicable 
only to a limited number of exempt organiza­
tions—generally to employees’ trusts exempt 
under Internal Revenue Code Section 401(a) 
and to religious, charitable, and educational 
organizations (except for churches and conven­
tions of churches) exempt under Section 501 
(c)(3). Also labor, agricultural, and horticul­
tural organizations (Sec. 501 (c)(5)); busi­
ness leagues, including professional organiza­
tions, chambers of commerce, and trade as­
sociations (Sec. 501(c)(6)); certain credit 
union type organizations (Sec. 501 (c)(14) 
(B) and (C)); and title holding corporations 
which pay their entire income over to or­
ganizations taxed under this Section 511 or to 
churches or conventions of churches were 
subject to the tax.
Under amended Section 511, all organiza­
tions which are exempt from tax under Code 
Sections 401(a) or 501(c) will be paying tax 
on their unrelated business taxable income. 
The only exception is the 501(c) (1) organiza­
tions which are those organizations created by 
Act of Congress. The provisions are generally 
effective for taxable years beginning after De­
cember 31, 1969; however, the tax will not be 
imposed upon churches until after December 
31, 1975 unless they have debt-financed in­
come which falls into the unrelated category 
or income from an unrelated trade or business 
which was started after May 27, 1969.
Space does not permit a full discussion of 
the changes in the rules regarding unrelated 
debt-financed income. The revision of Section 
514 provides that income from property 
financed through borrowed funds will be sub­
ject to tax in the same proportion that the in­
debtedness is to the adjusted basis of the prop­
erty. Before 1970 only rental income from 
business leases was so taxed. The new law 
reaches all investment income.
What is “unrelated business taxable income”?
Unrelated business taxable income as de­
fined in Section 512 is the gross income de­
rived by an exempt organization from an un­
related trade or business which is regularly 
carried on, less the deductions which are di­
rectly connected with the carrying on of such 
trade or business. In most cases investment in­
come is excluded and certain deductions are 
allowed, including a specific deduction of 
$1,000. These modifications as they are 
characterized in Section 512(b) are discussed 
a little more fully below.
There are several words of art which must 
be defined in order to adequately determine 
just where this is all leading. For these, it is 
necessary to turn to Section 513 and the Regu­
lations thereunder. First of all, what is meant 
by “unrelated trade or business”? That is a 
trade or business which is not substantially re­
lated to the exercise or performance of the or­
ganization’s purpose or function constituting 
the basis for its exemption. A trade or business 
means the same thing under Section 513 as it 
does under Section 162, which includes gen­
erally any sort of activity which is carried on 
for the production of income from the sale of 
goods or performance of services. A quick test 
which is not specifically mentioned in the 
Regulations but is inferred—does it compete 
with a taxable enterprise?
Specifically excluded from the definition of 
“unrelated trade or business” is any trade or 
business (1) in which most of the work is per­
formed for the organization without compensa­
tion, (2) which is carried on by a charity, hos­
pital, university, or other specified organization 
primarily for the convenience of its members, 
students, patients, employees, or others, or—in 
the case of local associations of employees 
(Sec. 501 (c)(4))—the selling of work-related 
clothing and equipment and items sold through 
vending machines, snack bars, etc., for the 
convenience of the employees at their places of 
work, or (3) which is the selling of goods 
which have been donated.
Next it is necessary to define “regularly car­
ried on.” U. S. Treasury Regulations Section 
1.513-1(c) set out certain principles which 
should still apply under the new law. One 
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must consider the frequency and continuity of 
the activity and the manner in which it is pur­
sued in comparison to commercial enterprises 
of the same type. Do not be misled by such 
precise sounding language—it is pure weasel­
ing. The running of a sandwich stand for a few 
weeks would probably not be considered to be 
the “regular carrying on” of the business, but if 
it were during the few weeks of the lootball 
season, and were the only few weeks that such 
a concession could be carried on, the result 
would be different. Running a sandwich stand 
one day a week every week of the year is 
“regular”. But holding an annual event is not 
the “regular carrying on” of an activity as the 
Regulations now stand.
The other word of art included in Section 
513 is “substantially related.” A need on the 
part of the organization for funds to carry out 
its exempt purposes is not sufficient to qualify 
an income producing activity as being sub­
stantially related to the exempt purposes of 
the organization. In order to be related, the 
Regulations (Sec. 1.513-1(d)) require that the 
conduct of the business must contribute in 
some substantial manner to the accomplish­
ment of the purposes of the exempt organiza­
tion. Therefore, the income derived from 
seminars conducted by professional organiza­
tions would be deemed to be from a sub­
stantially related activity—the holding of such 
seminars is an important and substantial con­
tribution to the purpose of the association, 
which is to advance the opportunities of its 
members and provide a forum for continuing 
education.
One of the more interesting controversies to 
arise from the struggle to define “substantially 
related” is that relating to the proper charac­
terization of trade shows. It is now reasonably 
settled that trade shows do not give rise to tax­
able income when the purpose is to promote 
demand for the industry’s products in general, 
but if the purpose is to provide a market place 
for individual exhibitors to sell their products, 
the income is taxable. The promotion of de­
mand for the industry’s products is substan­
tially related to the purpose of a trade associa­
tion. The real trouble comes, of course, in 
attempting to distinguish between the two 
types of trade shows.
Advertising income
The definition of the term “unrelated trade 
or business” is not complete without a special 
reference to Section 513(c), which was in­
tended by the House Ways and Means Com­
mittee to codify Regulations Section 1.513-1 as 
it relates to advertising income earned by 
exempt organizations in publishing magazines 
and other publications related to the exempt 
purposes of the organization. Section 513(e) 
does not sav so, but the Committee Reports do 
—advertising income will be deemed to be un­
related business income to the extent it exceeds 
the expenses related to the advertising and any 
editorial losses sustained in the publication of 
the magazine. Whether or not editorial losses 
can be made up of all of the expenses of 
publication is not clear.
Modifications to be considered
Some types of income are specifically ex­
cluded from the definition of “unrelated busi­
ness taxable income,” except in the case of 
social or recreational organizations and volun­
tary employee beneficiary associations. Other 
types of exempt organizations may exclude 
dividends, interest, annuities, royalties, rents 
from real property, and rents from personal 
property where they are incidental to and in­
cluded with a lease from real property. Cains 
and losses from the sale of property other than 
inventory are not taxed to most exempt or­
ganizations; under certain circumstances in­
come from research activities is excluded. Re­
lated expenses must also be omitted from the 
calculation of taxable income.
Exempt organizations may also deduct net 
operating losses and charitable contributions 
in determining taxable income from unrelated 
business activities. Charitable contributions are 
subject to the same percentage limitations as 
are provided in Section 170 of the Code—5% 
for corporations; 50% for trusts. These percent­
ages are applied to taxable income before the 
charitable deduction.
Special rules for social and recreational clubs
Organizations described in Sections 501(c) 
(7) and (9) of the Code must include in un­
related business taxable income all income ex­
cept for “exempt function income” which is 
further defined below. These special rules for 
social and recreational organizations and volun­
tary employees’ beneficiary associations are 
found in Section 512(a)(3) of the Code. 
Basically the special rule provides that the ex­
clusions from unrelated business taxable in­
come included in the modifications under Sec­
tion 512(b) do not apply to these two types 
of organizations.
Exempt function income is confined to mem­
bership dues, fees, or charges paid in con­
sideration for the provision of goods, facilities, 
or services to the members in furtherance of 
the purposes constituting the basis for exemp­
tion of the organization. The term also includes. 
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any investment income which is set aside for 
religions, charitable, scientific, literary, or edu­
cational purposes or prevention of cruelty to 
children or animals. It was specifically in­
tended to exempt investment income of col­
lege fraternities and sororities which is used 
for scholarships, student loans, loans on local 
chapter housing, leadership, and citizenship 
schools and services. Such uses of funds are to 
be classified as educational and charitable. 
Other special provisions apply in the case of 
voluntary employees’ beneficiary organizations.
Gains from the sale of assets used directly 
by a social club will not be recognized if the 
proceeds are used either within one year before 
the sale or within three years after the sale for 
the purchase of other property to be used in 
the performance of the organization’s exempt 
function.
Maintaining an exempt status for social chibs
The Internal Revenue Service set out guide­
lines for determining the exempt status of a 
social club in 1964 (Rev. Proc. 64-36). Under 
these guidelines, if the percentage of gross re­
ceipts from the general public exceeds five per­
cent of total gross receipts from club activities, 
the IRS casts a suspicious eye at the entire 
operation. This guideline was not intended to 
apply to investment income, but a later ruling 
(Rev. Rul. 66-149) implied that exempt status 
would be denied an organization which regu­
larly derives substantial income from invest­
ments. The Committee reports state that it was 
not intended that the imposition of tax on in­
vestment income of social clubs have any bear­
ing on the granting of exemptions. Therefore, 
it is presumed the same guidelines will apply.
How do you determine what is taxable and 
what isn’t?
In summary, it might be apropos to attempt 
to apply the rules to real life activities of 
various organizations. Starting with a 501(c) 
(4) organization, which includes garden clubs, 
service clubs such as Altrusa or Kiwanis, and 
various other types of social welfare organiza­
tions and civic leagues, what are their typical 
fund-raising activities? Rummage sales—clearly 
exempt because the goods to be sold are 
donated. Thrift shops—same result. Sales of 
light bulbs, the proceeds to be donated to 
charity—is this exempt because the selling is 
done by the members on a voluntary, or at 
least uncompensated, basis? This docs not seem 
to be the type of activity contemplated by the 
Regulations under Section 513. The example 
given is that of a retail store operated by an 
orphanage and staffed by volunteer help. Is 
this the same thing as the service club’s fund 
raising to benefit a particular welfare or civic 
project?
Another typical example is the group travel 
arrangements made by organizations other 
than social or recreational clubs. Sometimes 
income is generated by these activities. But it 
is not clear if the definition of exempt function 
income can be extended to any type of or­
ganization other than a social club. If it does, 
the income might be exempt as a charge to 
members for the provision of services to the 
members in furtherance of the exempt pur­
poses of the organization—if one of the pur­
poses of the organization is to promote fellow­
ship among the members. If the term exempt 
function income does not apply to business 
leagues, professional associations, service clubs, 
and other organizations exempt under Section 
501(c) (4) or (6), then the income from such 
an activity may be taxable. Section 513(a) 
starts out with a reasonably narrow definition 
of "unrelated trade or business,” but then 
Section 513(c) states, “For purposes of this 
section, the term ‘trade or business’ includes 
any activity which is carried on lor the pro­
duction of income from the sale of goods or 
the performance of services. . . .”
The current Regulations under Section 511 
through 513 were written to cover the imposi­
tion of tax on a limited number of types of 
exempt organizations. They do not begin to 
cover the situations which will arise with the 
extension of these provisions to so many more 
kinds of organizations. Therefore, it is ex­
tremely hazardous to attempt to use the Regu­
lations now in existence in determining what 
is going to be taxable income to the average 
exempt organization in 1970. On the other 
hand, chances of getting new Regulations un­
der these Sections in the immediate future are 
very slim. So, if second-guessing is your bag—
“At last—the perfect computer. You just feed in your problems—and they never 
come out again.”




DR. MARIE E. DUBKE, CPA, Editor 
Memphis State University 
Memphis, Tennessee
“INCOME SMOOTHING," Ronald M. Cope­
land and Discussants, Harry W. Kirchheimer 
and Michael Schiff, Empirical Research in 
Accounting: Selected Studies. 1968, The In­
stitute of Professional Accounting, Chicago, 
1969, and “AN EMPIRICAL STUDY OF 
CHANGES IN ACCOUNTING POLICY,” 
Barry E. Cushing, Journal of Accounting Re­
search, Vol. 7, No. 2, Autumn 1969.
These two related articles appear somewhat 
like sprung traps from which the quarry has 
escaped. The intent of each study was to de­
tect smoothing of net income by corporate 
management for report purposes. Neither was 
entirely successful. The critical comment on 
the Copeland article expresses no surprise; Mr. 
Kirchheimer, in particular, saying “Accounting 
measures historical operations and does not 
measure management performance.”
Income smoothing by manipulation, while 
not necessarily illegal, does have a bad taste 
by association with the current notoriety in­
volving pooling of interest accounting. Mr. 
Copeland writes of income smoothing, “a 
smoothing device should not force management 
to disclose the fact of its manipulation and ob­
viously must not cause the auditor to qualify 
his opinion. Disclosure may obviate the bene­
fits of manipulation.”
His article purports to identify the attributes 
of accounting variables that have a capacity 
for smoothing, to evaluate earlier studies, and 
to test hypotheses that may lead to further 
research on income smoothing. Most of his 
work is devoted to the last concept.
Testing revolves around classification of 
firms as smoothers or nonsmoothers based on 
use of one particular variable, or another vari­
able, or a combination of variable accounting 
techniques. Random sampling methods are ap­
plied (but not properly, according to the dis­
cussants) and observed frequencies are tested 
by the chi-square statistic against the hypothe­
sis that one variable is more likely to be 
used than another for income smoothing. The 
second and third hypotheses test one variable 
against a group of variables and test the effect 
of the time series length on the validity of test 
results.
The principal testing variable used in the 
Copeland study was the control of dividend 
payments from subsidiary to parent company. 
Mr. Kirchheimer was critical of this choice 
since it “has given inadequate recognition to 
Opinion 10 of the Accounting Principles Board, 
issued in December, 1966, as it pertains to 
consolidated financial statements and the 
amendment of Accounting Research Bulletin 
No. 51.”
After much tabulation and discussion of the 
observations, Mr. Copeland concludes that re­
sults are not conclusive as to whether manage­
ment is manipulating income and, if so, by 
what means. The situation may be paraphrased 
as “Do they, or don’t they? Only their auditor 
knows for sure.” And the auditor is ethically 
bound to adequate disclosure. Continuing crit­
icism by Mr. Kirchheimer points out that the 
Copeland choice of “other variables” violates 
the author’s own precepts for secrecy because 
the chosen variables of asset write-offs or 
changes in pension funding would inevitably 
lead to footnote disclosure as would any change 
of sufficient materiality.
Obviously, pure accounting policy changes 
provide few opportunities for discrete revision 
of net income. This is not to say that manage­
ment is without means for redeployment, but 
these are very hard to verify when an analyst 
is limited to financial reports only. Says dis­
cussant Michael Schiff: “Sorting out pure 
accounting smoothing devices is extremely 
difficult and perhaps impossible when account­
ing and nonaccounting kinds of smoothing de­
vices are employed and not identified in annual 
reports.”
The second article, by Barry E. Cushing, 
refers to Copeland’s empirical study and also 
to an earlier assessment of income smoothing 
by Gordon, Horwitz, and Meyers. The starting 
point of the Cushing study is Gordon’s hy­
pothesis that the goal of corporate managers is 
to smooth income and to smooth the rate of 
growth of income. The sampling population is 
taken from the annual listing by Accounting 
Trends and Techniques of consistency qualifi­
cations in the auditors’ reports of 600 com­
panies surveyed. Six categories of earnings per 
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share are developed to reflect trend changes 
by reason of management manipulation. These 
are further classified by greater materiality and 
lesser materiality, and the difference in propor­
tions of smoothing and nonsmoothing effects 
was found to be significant at 0.001 between 
the two groups when tested by the chi-square 
statistic.
Mr. Cushing interprets his findings as not 
necessarily supporting the Gordon hypothesis. 
He concludes with candor: “The evidence 
presented here offers little insight into the 
motives that may have led managements to 
make a change in accounting policy, but the 
results of the study do support the notion that 
managements choose the period in which to 
implement a change so as to report favorable 
effects on current earnings per share.”
Corporate managers are a sophisticated 
species. While themselves great practitioners of 
the art of figures, it would appear that their 
motives are much too elusive to be captured 
by quantitative analysis. This is small comfort 
to accountants whose collective image seems 
less than professional while they grasp for 
unanimity in deciding what is really net income.
Constance T. Barcelona
Camargo Club
“AUDITING ELECTRONIC SYSTEMS,” W.
Thomas Porter, Jr., Wadsworth Publishing 
Company, Inc., Belmont, California, 1968. 
(Paperback) $2.95.
This paperback was written for the ex­
ternal auditor who wishes to understand 
auditing electronic data systems. The author 
points out that EDP can be a powerful tool to 
increase the effectiveness of auditing proce­
dures and render increased services to clients; 
however, the auditor needs to be aware that 
the computer significantly affects auditing 
techniques.
Although the objectives of internal control 
are unaffected by EDP, the elements used to 
achieve these control objectives are affected. 
The auditor must have knowledge of these 
controls and their interrelationship if he is to 
evaluate adequately the system of internal 
control. EDP has eliminated the familiar audit 
trail and shifted processing control from in­
dividuals to controls embodied in the program.
After examining the types of controls in 
EDP systems, the author analyzes the auditing 
tasks and the extent to which EDP equipment 
can perform them. He concludes that the 
electronic system largely affects the procedural 
aspects of the audit examination. There can 
be a more selective and penetrating audit of 
activities and procedures on a large volume of 
records by using test data to evaluate the data 
processing system and by using computer audit 
programs to analyze the information generated 
by the system.
Mr. Porter points. out the auditor cannot 
assume that, if the input to the machine sys­
tem is adequately reviewed and controlled 
and the output can be checked back to source 
documents, he can then be unconcerned with 
what went on within the machine itself. Mr. 
Porter believes that the auditor must resist the 
temptation of auditing “around the computer” 
and must use the “through the computer” ap­
proach. The most effective method of evaluat­
ing controls in EDP systems combines conven­
tional auditing procedures with procedures and 
tests that utilize the power of the computer 
to focus upon programmed controls and ex­
ception reporting.
In addition, the computer affords the auditor 
great potential in performing auditing tasks 
to determine the quality of information gen­
erated by the processing system. If the com­
puter audit program is well designed, the 
auditor can practice auditing by exception. He 
can review large masses of data and select for 
visual examination and subsequent analysis 
only those accounts and those items in which 
he is especially interested.
The author concludes that the use of the 
computer in evaluating the quality of the data 
processing system and in determining the 
quality of information generated by the sys­
tem appears to provide the auditor with the 
opportunity to perform a more selective and 
penetrating audit of activities and procedures 
involving a large volume of transactions. He 
cautions the auditor that although EDP has 
resulted in a changed audit environment, the 
auditor is still the one who must determine 
what test data are needed and what informa­
tion is to be obtained.
The book effectively examines the auditing 
process and demonstrates how EDP equip­
ment provides the auditor with a powerful 
tool for increasing both the effectiveness of 
his auditing procedures and services to his 
clients.
Dr. Patricia L. Duckworth, GPA 
Metropolitan State College
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“TWILIGHT OF THE ACCOUNTANTS” 
Howard I. Ross, The Journal of Accountancy, 
Vol. 129, No. 6, June 1970.
This is a thoughtful article reprinted from 
the Canadian Chartered Accountant asking us 
to consider three obvious questions concerning 
the redefinition of the profession “accounting.”
“1. Which disciplines should be included 
and which excluded?
“2. How can standards of competence be 
guaranteed in these fields?
“3. How do we integrate experts with differ­
ent backgrounds into the profession?”
He concludes that accounting will not re­
main what it has been and that we all ought 
to be concerned about the direction we are 
going. He encourages us to make long-range 
plans, but also to watch current developments 
and give serious attention to the reorganization 
which appears to be on the horizon.
“This might not then be a twilight, it might 
be a dawning.”
M.E.D.
“THE DECLINE AND FALL OF CRATCH- 
IT . . .,” Robert L. Posnek, The Journal of 
Accountancy, Vol. 129, No. 5, May 1970. 
This article should be required reading for 
every accounting student and is delightful en­
tertainment for anyone who is or has been in 
public accounting. Mr. Posnek was an English 
major and his talent in communication is evi­
dent in his finished article.
He describes his first six years in public 
accounting, his changing concept of the ac­
countant, and the profession’s problems. Fortu­
nately the partner with whom he first worked 
was both a skilled teacher and the accountant 
we would all aspire to be.
This article ought not only entertain you, 
but inspire you to reach for higher goals, to 
reflect on the image you present to younger 
accountants, and to convince you that among 
the younger generation there is indeed some 
fine raw material. Don’t miss it!
M.E.D.
TRENDS IN ACCOUNTING EDUCATION
(Continued from page 10)
mathematics, and the conceptual approach in 
every phase of instruction will dominate.
The business applications of the mathe­
matical techniques will be more and more in­
tegrated with the course content of functional 
subject areas, such as planning, cost account­
ing, controllership, etc. The students will be 
using the computer in solving some of their 
homework problems with an everyday casual­
ness.
The new breed of accounting instructors 
will nearly all possess a doctoral degree and it 
will no longer be unusual if they also possess 
degrees in related disciplines. Most of the 
present accounting educators, if they want to 
retain their usefulness, will have to undergo 
a painful, time- and energy-consuming re­
juvenation process. The same, of course, applies 
to the present members of the profession.
Altogether it will be a fascinating period 
to watch and the writer looks eagerly forward 
to witnessing the advance of the discipline of 
accountancy to new glorious heights.
FOOTNOTES
1. “The Future of Accounting Education,” Report 
on the Conference on Accounting Education, 
December 15-16, 1960, Graduate School of In­
dustrial Administration, Carnegie Institute of 
Technology, Pittsburgh, Pennsylvania.
2. “Accounting and Financial Reporting in the 
Seventies,” Sidney Davidson, Journal of Ac­
countancy, December, 1969.
3. “Mathematics as a Tool of Accountancy,” Zen­
non S. Zametos, The Accounting Review, April, 
1963.
4. “Horizons for a Profession: The Common Body 
of Knowledge for Accounting,” Robert H. Roy 
and James H. MacNeil, Journal of Accountancy, 
September, 1966.
5. “Academic Preparation for Professional Account­
ing Careers,” AICPA, 1968.
6. Report of the Committee on Education and Ex­
perience Requirements for CPAs, March, 1969, 
AICPA.
7. Report of the Committee to Study the Content 
of the CPA Examination, July, 1969, AICPA.
8. “A Statistical Survey of Accounting Education, 
1967-68,” Doyle Z. Williams, Ph.D., C.P.A., 
AICPA, July, 1969.
9. Op. cit.
A lot of today’s frustration is caused by a surplus of simple answers, coupled 
with a tremendous shortage of simple problems.
Readers Digest, August 1969.
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Charitable Contributions ... 
New Depreciation Rules . . . 
Income Averaging . . . Tax 
Preferences... Minimum Tax...
This is the Year for 
COMPUTAX!
Tax reform changes, rising costs and shortage of 
trained personnel mean this is going to be a mighty 
rough tax year . . . new forms to learn, new options 
and elections to compute and compare.
If you haven’t used COMPUTAX, now’s the time! 
COMPUTAX subject-oriented Interview Forms 
automatically translate taxpayer data onto the 1040 
—for the simplest to the most complicated returns— 
and save you up to 300% in preparation time. In the
following years, tax return work becomes even sim­
pler and easier. Special computer-printed Pro Forma 
Interview Forms eliminate 90% or more of your 
repetitive data.
Without a doubt this is the year to increase your 
profits with COMPUTAX. Just send us the coupon 




4025 West Peterson Avenue
Chicago, Illinois 60646
Rush me details on how COMPUTAX can increase my  




4025 WEST PETERSON AVENUE CHICAGO. ILLINOIS 60646
An IAS accounting training program 
is almost as individual and personal 
as your own eyeglasses!
Individual and personal attention, focused on 
your specific needs and ambitions is one reason 
why IAS training is conceded to be the best home- 
Study accounting instruction available anywhere.
Another is the IAS learn-by-doing teaching 
technique. Under the guidance of the faculty, 
all of whom are CPA’s, you learn by doing 
what an accountant does in actual practice. 
Non-essential study is eliminated. You receive 
personal attention from your IAS instructor 
every step of the way ... move along as rapidly 
or leisurely as your time permits.
Testimony* to the recognition of IAS is typi­
fied by a recent quotation from an article on 
home study in a leading national magazine : 
“Courses from the International Accountants 
Society in Chicago are so good that over six 
hundred and fifty corporations use them for 
training their employees.” 
*reprints available on request
After you complete basics of general account­
ing principles, you select electives which are 
tailored for your needs and coincide with your 
career ambitions, both short range and long 













Federal Income Tax 
CPA Coaching
IAS offers, free, an illustrated report describ­
ing IAS’s thoroughly tested, personalized meth­
ods of instruction. Write for it now using the 
coupon below. Let IAS without obligation of 
any kind provide a prescription applicable to 
your specific career.
APPROVED FOR TRAINING UNDER THE GI BILL
International Accountants Society, Inc. 
Dept. 4F1-052, 209 W. Jackson Boulevard 
Chicago, Ill. 60606
□ Please send me your 24-page report 
on IAS courses
□ Check here if entitled to GI Bill benefits
INTERNATIONAL 
ACCOUNTANTS SOCIETY, INC.
A Home Study School since 1903 
209 W. Jackson Blvd., Chicago, III. 60606 
Accredited by the Accrediting Commission, 
National Home Study Council
NAME----------------- ---------------------------------------------------------------- AGE 
ADDRESS_________________________________________ _________
CITY — ____________ __________ STATE______ ZIP CODE
EMPLOYED BY_____________________________________ _______
POSITION______________________________ ___________________
